
COMHONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMNISSION 

In the Matter of: 

AN INVESTIGATION OF RIMA-SIBERT 
WATER DISTRICT ) 

) CASE NO. 91-242 
) 
1 

ALLEGED VIOLATION OF KRS C W T E R  278 ) 

SHOW CAUSE ORDER 

Hima-Sibert Water District ("Hima-Sibert") is a water 

district formed pursuant to the provisions of KRS Chapter 74. 

Hima-Sibert is engaged in the distribution of water to the public 

for compensation and is subject to the regulatory jurisdiction of 

this Commission pursuant to KRS 278.040. 

On June 15, 1989, the Public Service Commission Staff 

("Staff") completed its audit of the financial statements of 

Hima-Sibert for the year ended December 31, 1987, which is 

attached hereto as Exhibit A and incorporated herein by reference. 

As part of the audit, Staff examined accounting records supporting 

the payment of interest on customer deposits as provided by KRS 

278.460. The review revealed that Hima-Sibert was not paying 

interest on customer deposit refunds as required by KRS 278.460. 

Staff wrote Hima-Sibert on June 15, 1989, advising it of its 

noncompliance with KRS 278.460 and directing it to begin paying 

interest on customer deposit refunds. On September 14, 1989, 

Hima-Sibert responded by letter that it agreed with the audit and 

intended to comply with the recommendations. That letter is 



attached hereto as Exhibit B and incorporated herein by reference. 

When Staff revisited Hima-Sibert on April 23, 1991 for the purpose 

of following up on the findings noted in the audit report, Staff 

found Hima-Sibert to be inconsistently paying interest on customer 

deposit refunds from 1988 to present. The above information is 

contained in the Staff Report on Audit Report Follow-Up of 

Hima-Sibert Water District performed on April 23, 1991, which is 

attached hereto as Exhibit C and incorporated herein by reference. 

Following the April 23, 1991 visit, Staff sent a detailed letter 

with examples of the appropriate procedure for calculating 

interest and customer deposits, which is attached hereto as 

Exhibit D and incorporated herein by reference. 

The Commission finds that a prima showing has been made 

that Hima-Sibert has violated KRS 278.460 by failing to pay 

interest at 6 percent annually on amounts required to be deposited 

by its customers. Pursuant to KRS 278.990(5), this type of 

violation warrants a penalty of not less than $100 for each 

offense. 

IT IS THEREFORE ORDERED that: 

1. Hima-Sibert shall appear at a hearing scheduled for 

September 12, 1991 at 1O:OO a.m., Eastern Daylight Time, in 

Hearing Room 1 of the Commission's offices at 730 Schenkel Lane, 

Frankfort, Kentucky, and be prepared to show cause why Hima-Sibert 

should not be penalized pursuant to KRS 278.990(5) for its failure 

to comply with KRS 278.460. 

2. Hima-Sibert shall immediately begin payment of interest 

on customer deposits as required by KRS 278.460. 
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3. Him-Sibert shall submit a written response to all 

allegations contained herein within 20 days of the date of this 

Order. 

4. Hima-Sibert shall appear at an informal conference 

scheduled for August 28, 1991 at 1:30 pa., Eastern Daylight Time, 

in Conference Room 2 of the Commission's offices and shall bring 

to the conference an itemized list with names and addresses 

showing all customer deposits received since January 1, 1987. 

This list shall include the amount of the deposit, the date 

deposit was received, and if refunded to the customer, the date 

refunded and the amount of the refund including interest. 

Done at Frankfort, Kentucky, this 31st day of M y ,  1991. 

PUBLIC SERVICE COMMISSION 

vice Chairman . ' 

Commissioner 

ATTEST: 



H I M A - S I B E R T  WATER D I S T R I C T  
H I M A ,  KENTUCKY 

R E P O R T  O F  A U D I T  
Y E A R  ENDED DECEMBER 31, 1987 
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INDEPENDENT AUDITOR'S REPORT 

To The Kentucky Public Service Commission 

we have audited the accompanying balance sheet of Hima-Sibert 
Water District as of December 31, 1987, and the related statements 
of operations and unappropriated retained earnings for the year 
then ended. These financial statements are the responsibility of 
the District's management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted 
auditing standards. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit 
a l s o  includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our 
audit provides a reasonable basis for our opinion. 

The District, in compliance with the reporting requirements 
of the Kentucky Public Service Commission, is not required to 
prepare a statement of cash flows. The statement, therefore, has 
been omitted. presentation of such statement summarizing the 
District's operating, investing and financing activities is 
required by generally accepted accounting principles. 

In our opinion, except that the omission of a statement of 
cash flows results in an incomplete presentation as explained in 
the preceding paragraph, the financial statements referred to in 
the first paragraph present fairly the financial position Of 
Hima-Sibert Water District as of December 31, 1987, and the 
results of its operations for the year then ended in conformity 
with generally accepted accounting principles. 

Rates and Tariffs Division 

June 15, 1989 
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HIMA-SIBERT WATER DISTRICT 
BALANCE SHEET 

DECEMBER 31 1907 

**ASSETS AND OTHER DEBITS** 

UTILITY PLANT (Note 1): 
101 Utility Plant in Service 
110 Accumulated Provision for Depreciation 

and Amortization of Utility Plant 

Net Utility Plant 

CURRENT AND ACCRUED ASSETS: 
131 Cash and Working Fund8 (Note 2) 
132 Temporary Cash Investment8 (Note 2) 
142 Customer Accounts Roceivable (Note 1) 
166 Prepayment8 
170 Other Current and Accrued A88etS 

Accrued Interest Income 
Overpayment of Unemployment Insurance 

Total Current and Accrued Assets 

TOTAL ASSETS AND OTHER DEBITS 

9,563.44 
40,000.00 
6,489.37 

49.37 

663.12 
113.34 

56,070.64 

See notes to financial statements. 
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HIMA-SIBERT WATER DISTRICT 
BALANCE SHEET 

DECEMBER 31, 1987 

**LIABILITIES AND OTHER CREDITS** 

EQUITY: 
216 Unappropriated Retained Earnings 

LONG-TERM DEBT: 
2 2 1  Bonds (Notes 2 and 3) 

CURRENT AND ACCRUED LIABILITIES: 
232 Accounts Payable 
235 Customer Depoaits 
2 3 1  Interest Accrued 
238 Other Current and Accrued Liabilitiea 

Bonds Maturing January 1, 1988 (Note 3 )  
Sales Taxem 

Total Current and Accrued Liabilitiea 

CONTRIBUTIONS IN AID OF CONSTRUCTION: 
2 7 1  Contributions in Aid of Construction 

TOTAL LIABILITIES AND OTHER CREDITS 

3 S r S 0 0 . O 0  ------------ 

2 # 1 6 7 .  SO 

1 , 2 0 8 . 6 4  
1 1 0 3 0 . 0 0  

l r 5 0 0 . 0 0  
124 .37  

See notes to financial atatements. 
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HIMA-SIBERT WATER DISTRICT 
STATEMENT OF OPERATIONS 

YEAR ENDED DECEMBER 31,  1987 

OPERATING REVENUES: 
461.1 Metered Sales to Residential Customers 
4 6 1 . 2  Metered Sales to Commercial Customers 

Total Water Service Revenues 

470 
471 

601 

640  

651 
6 5 3  

6 4 1  

9 0 1  
9 0 2  
9 0 3  
9 0 4  

OTHER OPERATING REVENUES: 
Forfeited Discounts 
Miscellaneocs Service Revenues 

Total Other Operating Revenues 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
OPERATION AND MAINTENANCE EXPENSE ACCOUNTS 

Source of Supply Expenses: 
Purchased Water (Note 1) 

Transmission and Distribution Expenses: 
Operation Labor 
Operation SUppli06 and Expenses 
Maintenance of Mains 
Maintenance of Meters 

Total Transmission and Distribution EXpenEes 

Customer Accounts ExpenscE: 
Meter Reading Labor 
Accounting and Collecting Labor 
Supplies and Exgenres 
Uncollectible Accounts 

Total Customer Accounts Expenses 

s 47 ,739 .34  
1 0 , 7 9 0 . 8 2  

1 , 2 2 9 . 6 9  
40.00 

6 , 4 8 0  - 0 0  
11 587 6 2  
2 .269.97  

1 4 5 . 0 0  

3 , 2 4 0  . o o  
3 ,  a8o.00 

860 .24  
650.20 

See notes to financial statements. 
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HIMA-SIBERT WATER DISTRICT 
STATmENT OP OPERATIONS 

YEAR ENDED DECEMBER 31, 1987 

Administrative and General Expenses: 
921 Office Supplies and Other Expenses 
923 Outside Services Employed 
930.2 Miscellaneous General Expenses 
933 Tranaportation Expenses 
935 Maintenance of General Plant 

Total Administrative and General Expenses 

Total Operation and'Maintenance Expenses 

403 Depreciation Expenae 
400.1 Taxa8 Other Than Income Taxes 

Payroll Tax 
PSC Asaesament 

Total Depreciation and Taxes 

TOTAL OPERATING EXPENSES 

NET OPERATING LOSS 

OTHER INCOME: 
419 Interest and Dividend Income 

OTHER DEDUCTIONS: 
427 Interest on Long-Term Debt 
431 Other Interert Exponas 

Total Other Deduction8 

NET LOSS 

3,009.26 ------------ 

See notea to financial atatementi.. 
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HIMA-SIBERT WATER DISTRICT 
STATEMENT OF RETAINED EARNINGS 

YEAR ENDED DECEMBER 31, 1987 

216 **UNAPPROPRIATED RETAINED EARNINGS** 

Retained Earning8 at beginning of year: 

An previoualy reported 

Correction of errors (Note 4 )  

Adjuated Balance of Retained Earnings 

Balance tranaferred from operation8 

at beginning of year 

Retained Earnings at end of year 

See notes to financial statements. 

-6- 



NOTES TO FINANCIAL STATEMENTS 

- NOTE & 
Regulation Requirements. The financial statements at 

December 31, 1987, are reported in accordance with the Uniform 
System of Accounts for Class C Water Utilities, Financial 
Accounting standards Board Statement No. 71, "Accounting for 
Regulated Industries," and other Kentucky Public Servlce 
Commission ("PSC") prescribed policies and regulations. 

Utility Plant. Utility plant is stated at original cost. 
The cost of repairs and maintenance is charged to the proper 
expense account as incurred. Property replacements are capi- 
talized and retirements are charged to the proper plant account 
and depreciation provision. 

Depreciation. Depreciation is applied on the straight-line 
method over the estimated useful life of the asset and is 
recognized in accordance with Statement of Financial Accounting 
Standards NO. 93, "Recognition of Depreciation by Not for Profit 
Organizations." 

Customer ACCOUntS Receivable. The District charges any 
uncollectible accounts directly to current operations. A l l  

Siunificant Accouatinq Policies 

accounts at December 31 are thought to be collectible. 

Purchased Water Costs. Water purchases are charged to 
expense as delivered to the distribution system. The District is 
economically dependent on Manchester Municipal Water Works as the 
sole supplier of water. 

Income Tax Status. The District was formed as a nonprofit 
Organization. The District is exempt from Federal and State 
income taxes. Accordingly, the financial statements include no 
provision for income taxes. 

- NOTE & Special Funds 

The special funds required to be estAblished and maintained 
in  accordance with the conditions for the issuance of the water 
system revenue bonds to Hima-Sibert Water District are described 
in the subsequent paragraphs. 

~ l l  project revenues shall be deposited into a single bank 
account. The net revenues remaining after payment of the 
operating and maintenance expenses shall be transferred into one 
or more bank accounts for the purposes explained below. 
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Funds necessary for the next interest payment due shall be 
accumulated by 6 equal monthly installments beginning 6 months 
before each interest payment date. 

Funds necessary for the next principal payment due shall be 
accumulated by 12 equal monthly installments beginning 12 months 
before each principal payment date. 

From three-fourths of the remaining funds, a reserve shall be 
accumulated for the payment of interest and principal payments 
equal to the maximum annual interest and principal payment 
provided for in the repayment schedule.  

A depreciation reserve equal to 5 percent of the project 
costs shall be established. 

~ l l  funds are reported on the balance sheet as cash and 
temporary investments. 

-& NOTE 3 %  - Bonds Payable 

All bonds outstanding are $500 face value, 4-3/4 percent 
revenue bonds maturing on January 1 of each year. Bonds 
outstanding at December 31, 1987, are as follows: 

Date Due Date Due 
January 1 Amount January 1 Amount 

1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 

S L i S O O  
I I S O O  
1,500 
1 I 500 

1 I 500 

1,500 
L i S O O  

1,500 

1,500 

2 ,000 

Total 
Maturing as o €  January I, 

1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 

1988 

$ 2,000 
2 ,000 
2,000 
2,000 
2,000 
2,500 
2,500 
2 I 500 
2,500 
1,500 

$37,000 
<1.500> 

BdldnCe Due December 31 ,  1987 9 35 ,500 

Al l  bonds are subject to redemption by the District prior to 
maturity, in whole or in part, on any interest payment date with 
not less than 30 days prior notice in inverse numerical order, d t  
par dnd accrued interest plus the following premium: 
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2-1/2\ if redeemed present through January I, 1990 
21 if redeemed July 1, 1990 through January 1, 1995 

1-1/2t if redeemed J u l y  1, 1995 through January 1, 2000 
1t if redeemed J u l y  1, 2000 through January 1, 200s 
08 if redeemed after January 1, 2005 

- NOTE & 
Prior period adjustments include errors resultinq from the 

failure to expense items in the period in which they are incurred. 

Adjustments to accumulated depreciation were made to 
adequately reflect depreciated plant. 

The overstatement of beginning accounts rsceivable was 
c-rrected. 

A correction was also made to adjust beginning customer 
deposits to actual per audit. An adjustment to accrue interest on 
customer deposits was made. 

A liability was inappropriately maintained on the books and 
an overpayment made i n  a prior period was not recorded. These 
errors were corrected by proper entries to the accounts. 

Correction gg Errors 

Prior period adjustments consist of the following: 

Expenses - 1986 
Expenses - 1987 
Depreciation Adjustment 
Beginning Accounts Receivable - Overstatement 
Customer Deposits - Interest Accrual 
Liability - Correction of Error 
Overpayment - Correction of Error 
Customer Deposits- Understatement 

Prior Period Adjustment - Net 

S 2,785.37 
<2,602.25> 
<1,357.10> 
1,077.86 

277.46 
<200.00> 
<113.34> 

41.65 

s C90.35) 

- NOTE Coui tment8  .ad Sootincieacics 

The Water System Revenue Bonds, Series 1970, are secured by a 
first lien on the net revenues from the operation of the water 
system and are addittonally secured by a mortgage on the system. 

The District is underinsured with respect to future loss or 
damage to its property, as well as to liability resulting from 
damage to the property of others. This is an existing uncertainty: 
however, the absence of insurance does not mean that an asset has 
been impaired or a liability incurred as of the date of t z e  
financial statements. 
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NOTs 6 :  Subreautnt Event8 

Subsequent to the date of the financial statements, the 
District tiled an application for a Kate increase with the Publlc 
Service Commission. An Order was issued in Case No. 89-028  
authorizing a rate increase effective June 16, 1989. 
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COhWOZWCALTH OF v.E'~TLCKV 

PU8LIc SERVICE COMMISSION 
'IO SCHfZKfl LAZf 

POST owcf nox $15  
FRAZKFORT K V  IO602 

1502) 564.1940 

June 15, 1989 

Mrs. Mary Gregory 
Secret a r y/Tr easu r e r 
Hima-Sibert Water District 
Route 4, BOX 60 
Manchester, Kentucky 40962 

Dear MCS. Gregory: 

we have examined the financial statements of Hima-Sibert Water 
District for the year ended December 31, 1981, and have issued our 
report to the Commission thereon dated June 15, 1989. As part of 
our examination, we made a study and evaluation of the utility's 
system of internal accounting control to the extent we considered 
necessary to evaluate the system as required by generally accepted 
auditing standards. The purpose of our study and evaluation was 
to determine the nature, timing and extent of the auditing 
procedures necessary for expressing an opinion on the utility's 
financial statements. Our study and evaluation'was more limited 
than would be necessary to express an opinion on the system of 
internal accounting control taken as a whole. 

The management of Hima-Sibert Water District is responsible 
for establishing and maintaining a system of internal accounting 
control . In fulfilling that responsibility, estimates and 
judgments by management are required to assess the expected 
benefits and related costs of control procedures. The objectives 
of a system are to provide management with reasonable, but not 
absolute, assurance that assets are safeguarded against loss from 
unauthorized use of disposition and that transactions are executed 
in accordance with management's authorization and recorded 
properly to permit the preparation of financial statements in 
accordance with generally accepted accounting principles. 

Because of inherent limitations in any system of internal 
accounting control, errors or irregularities may nevertheless 
occur and not be detected. Also, projection of any evaluation Of 
the system to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions 
or that the degree of compliance with procedures may deteriorate. 



Mrs. Gregory 
June 15, 1989 
Page TWO 

3 u r  study and evaluation made for the limited purpose 
described in the first paragraph would not necessarily disclose 
all material weaknesses in the system. Accordingly, we do not 
express an opinion on the system of internal accounting control of 
Hima-Sibert water District taken as whole. 

We have chosen not to rely on accounting controls because 
there is inadequate segregation of duties in the authorization, 
execution and recording of transactions and the custody of related 
assets. Further, there is inadequate documentation of the 
performance of control procedures to permit compliance testing. 

The following comments supplement the information reflected in 
the financial statements and notes to the financial statements. 

Accountinq RecordkeeDincl Procedures 

The District's accounting records and procedures are subject 
to the requirements established by the Uniform System of Accounts 
for Class C Water Utilities ( ' ' U S O A " ) ,  as well as those prescribed 
by the Kentucky Public Service Commission ("PSC"). The review, 
however, disclosed several material deviations from the USoA and 
prescribed practices and procedures. We have noted the following 
exceptions. 

1. Records. Adequate records were kept by the District with 
the Eollowinq exceptions: 

plant records were insufficient to easily determine the 
historical cost of utility property, plant and equipment. We 
recommend that a subsidiary plant ledger be maintained with the 
accounting records to contain at a minimum a card or sheet for 
each unit of property, showing details such as description, 
location, cost, vendor, date of purchase or installation, 
estimated salvage value, rate and method of depreciation, 
depreciation accumulated to date and repairs. supplementary 
information to the plant ledger would include documentation of 
periodic inventories and periodic appraisals of property, plant 
and equipment for insurance purposes. 

Several instances were noted where invoices for expenses 
were not available for review. The District should exercise Care 
t o  retain all evidence of cash disbursements. 



nrs. Gregory 
June 15, 1989 
page Three 

customer deposit records were insufficient to easily 
determine the balance Of each customer. We recommend that a 
subsidiary ledger be maintained with the accounting records to 
contain a card or sheet €or each customer showing details such as 
customer name, amount of deposit, date of deposit, date of refund, 
and amount of interest paid. 

Recordkeeping procedures to document revenue from service 
charges were inadequate. All service charges should be recorded 
as they are billed, identifying the Customer, amount due, and type 
of service charge. 

Several errors were noted in the computation of 
commercial sales for the purpose of remitting sales tax. care 
should be taken in the computation of commercial sales and 
completion of the returns to insure that the amount of sales tax 
remitted is correct. 

2. Interest Accrual. Generally accepted accounting 
principles require that all existing liabilities be recorded in 
the proper period. Interest should be accrued on customer 
deposits not refunded. The interest shall be applied at a rate of 
6 percent annually pursuant to KRS 278.460. Adjustments have been 
made to comply and are directed in accordance with this finding. 

3. Accrual Accountinq. The District is required to keep its 
accounts on the accrual basis. This requires that all items be 
recorded i n  the proper period. several instances were noted where 
the District did not expense items applicable to the current 
period or did expense items which were applicable to the prior 
period. Care should be exercised to expense items in the period 
in which they are incurred. Adjustments have been made and are 
directed in accordance with this finding. 

Tariff and Rates Charaed 

The District has a tariff currently on file with the Kentucky 
Public Service Commission. The rate charges for water and 
services are approved by the Commission with the following 
exceptions: 



M ~ S .  Gregory 
June 15, 1989 
Page ~ o u r  

1. customer Deposits. The amount required of customers for 
a deposit :s not specified in the District's tariff. According to 
KRS 278.160: 

Under rules prescribed by the Commission, each 
utility shall file with the Commission, within 
such time and in such form as the Commission 
designates, schedules showing all rates and 
conditions for service established by i t  ana 
collected or enforced . . . 

On the next occasion the District is required to file an 
updated tariff, the amount of the customer deposit should be 
specified in the tariff. ' 

2. Interest On Customer Deposits. The District does not pay 
interest on customer deposit refunds. KRS 278.460 states: 

Public utilities, such as gas, electric and 
water companies, shall pay interest at six 
percent ( 6 t )  annually on amounts required to be 
deposited by patrons to secure gas, electric or 
water accounts. 

The District is directed to begin paying interest on 
customer deposit refunds in compliance with KRS 278.460. 

3. Rates. The District charged unauthorized rates for water 
during 1987. Pursuant to KRS 278.180, no utility shall change any 
rate unless the change is first approved by the PSC. 

The District filed an application for approval of an 
increase in water rates on February 6, 1989. An Order in Case No. 
89-028 was issued authorizing a rate increase effective June 16, 
1989. 

The foregoing is without prejudice to the right to require 
hereafter such adjustments as may be considered proper from 
additional information which may come to the attention of the 
Commission. 

A written response to all audit findings and recommendations 
contained herein shall be 2elivered to the eublic Service 
Commission within 20 days from the date of the exit conference. 
In addition, a statement of the recommendations implemented or the 
reason for failure to implement any recommendation or to make ar.? 
aajustment directed must be given. 
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our comments, as presented herein, deal exclusively w 1 t 3  
administrative, accounting and recordkeeping procedures and should 
not be regarded as reflecting upon the integrity or capability of 
anyone in your organization. We would like to thank you and Mr. 
Gregory for the cooperation shown us during the course oE our 
examination. 

This report is intended solely for the use o t  management ana 
the Kentucky Public Service Commission and should not be used for 
any other purpose. 

Vicky f .  Stewart 
Audit Team Leader 



Account 
Number Account 

439 
601 
641 
933 

601 
903 

930 
933 
439 

142 
461 

110 

403 
439 

HIMA-SIBERT WATER DISTRICT 
AUDIT ADJUSTMENTS 
December 31, 1987 

(1 1 

Purchased water 
Operation Supplies and Expenses 
Transportation Expenses 

to adjust for 1986 expenses which 
were expensed in 1987 

Adlustments to Retained Earnings 

(2) 
Purchased Water 
Customer Accounts Supplies and 
Expenses 
Miscellaneous General Expenses 
Transportation Expenses 

Adjustments to Retained Earnings 

- Debit Credit 

$2,785.37 
$2,676.25 

66.12 
43.00 

2 r 425.00 
50.00 

33.00 
94.25 

2,602.25 

to adjust for 1987 expenses which 
were expensed in 1986 

( 3 )  
Customer Accounts Receivable 11401.51 

Metered Sales to General Customers 1,401.51 

to adjust accounts receivable to 
actual per audit 

( 4 )  
Accumulated Provision for 
Depreciation and Amortization of 
Utility Plant 
Depreciation Expense 

Adjustments t o  Retained Earnings 

to adjust accumulated depreciation 
per audit 

1,315.02 

42.08 
1,357.10 



Account 
Number Account Credit 

439 
461 

461 
470 

101 
640 
90 1 
902 

431 
439 
237 

439 
90 3 

235 

( 5  1 
Ad:ustrnents to Retained Earnings 51,077.86 

to adjust for overstatement of 
beginning accounts receivable 

si,o77.a6 Retered Sales to General Customers 

(6 1 
Metered Sales to General Customers 964.07 

Forfeited Discounts 964.07 

to adjust eorfeited discounts to 
actual per audit 

(7 1 
U t i l i t y  plant in Service 

Operation Labor 
Meter Reading Labor 
Accounting and Collecting Labor 

to capitalize cost oE installing 
three ( 3 )  water taps 

( 8 )  
Other Interest Expense 
Adjustments to Retained Earnings 

to record interest expense and 
accrued interest on customer 
deposits 

Interest Accrued 

( 9 )  
Adjustments to Retained Earnings 
Customer Accounts Supplies and 
Expenses 

to adjust customer deposits to 
actual per audit 

customer Deposits 

330.00 
198.00 
99.00 
33.00 

52.43 
277.46 

329.89 

4 1 . 6 5  
160.00 

201.65 
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Account 
Number Account oebit Credit 

2 38 
439 

236 
461 
408 

408 
238 

170 
439 

(10) 
other Current and Accrued Liabilities 5200.00 

to remove accrued wages since 
wages were paid at year end 

Adyustments to Retained Earnings s200.00 

131.57 Taxes Accrued 
Metered Sales to General Customers 10.78 

to adjust for payroll and sales 
tax 

(11) 

Taxes Other Than Income Taxes 142.35 

(12) 
Taxes Other Than Income Taxes 124.37 

Other Current and Accrued Liabilities 124.37 

to adjust for fourth quarter 1987 
sales tax 

(13) 
Other Current and Accrued Assets 

Adjustments to Retained Earnings 

to record overpayment of unemploy- 
ment insurance 

113.34 
113.34 
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HIMA-SIBERT WATER DISTRICT 
AUDIT RECLASSIFICATIONS 

December 31, 1987 

Description 

Comercial sales 

Water sales 

Forfeited discounts 

Backhoe work 

Testing water 
meters 

Gravel 

mstage 

Water bills 

Meter reading 
book 

Automobile insurance 

Payroll tax 

Pipeline encroach- 
ment rental 

patching 

Bank charges 

Asphalt for 

pewriter repair 

Amount 

$1,958.28 

648.09 

265.62 

1,860.34 

145.00 

184.63 

550.00 

66.00 

34.24 

234.78 

28.60 

9.00 

225.00 

45.00 

30.00 

Account Charged 

461.1 - Metered Sales to 
Residential Customers 

471 - Miscellaneous Service 
Revenues 

471 - Miscellaneous Service 
Revenues 

640 - Cperation Labor 
901 - Meter Reading Labor 
902 - Accounting and Collect- 
ing Labor 

640 : Cperation tabor 
901 - Meter Reading Labor 
902 - Accounting and Collect- 
ing Labor 

641 - Cperation Supplies and 
Expenses 

921 - Office Supplies and 
Other Expenses 

921 - Office Supplies and 
Other Expenses 

921 - Office Supplies and 
Other Expenses 

924 -Property Insurance 

930.2 - Miscellaneous 
General Expenses 

930.2 - Miscellaneous 
General Expenses 

930.2 - Miscellaneous 
General Expenses 

930.2 - Miscellaneous 
General Expenses 

930.2 - Miscellaneous 
General Expenses 

moper Account 

461.2 - Metered Sales t3 
Comnercial custcmers 

461 - Metered Sales to 
General Customers 

470 - Forfeited Discocnts 
651 - Maintenance of f4air.s 

653 - Maintenance of Meter: 

651 - Maintenance of Maim 

903 - Customer Accounts 
Supplies and Expenses 

Supplies and Expenses 

Supplies and Expenses 

933 - Transportation 
Expenses 

408 - Taxes Other Than 
Inccine Taxes 

641 - Operation SupFlies 
and Expenses 

651 - Maintenance of Y , i r . s  

903 - CUStUWr Accounts 

903 - CUStciner Accounts 

921 - Office Supplies x d  
and Other Expenses 

935 - Maintenance of 
General Plant 
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Hima-Sibert Water District General Delivery ~- 

Hima. Kentucky 4095 I 

September l4, 1909 

(606) 598-3449 
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R E C E I V E P  

Ms. Beverley Davb 
Public Service Commisshn 
730 Schenkel Lane 
Post 0 ffke B ox  615 
Frankfort, Ky. 40602 

SEP 1 9  1989 

RATES AND TARIFFS 

Dear Ms. Davis; 

I read and agree w i t h  the Audit  Ad*s(menm and recommendathns, 

and I htent  to compiy w f i  the recommenda&ns. 

Thank you very much. 

- - 
EXHIBIT B -- I 

' I  



STAFF REPORT 

ON 

AUDIT REPORT FOLLOW-UP 

EIHA-SIBERT WATER DISTRICT 

- 

O n  June 15, 1989, Public Service Commission Staff ("StafE") 

completed its audit oE the financial statements of Hima-Sibert 

Water District for the year ended December 31, 1987. As part oE 

the audit, Staff examined accounting records supporting the 

payment of interest on customer deposits as provided by KRS 

278.460. 

In a letter to Mrs. Mary Gregory, Secretary/Treasurer of the  

Hima-Sibert Water Distrift dated June 15, 1989, Staff wrote the 

following: 

The District does not pay interest on customer 
deposit refunds. KRS 278.460 states: 

Public utilities, such as gas, 
electric and water companies, shall 
pay interest at six percent (6%) 
annually on amounts required to be 
deposited by patrons to secure gas, 
electric or water accounts. 

The District is directed to begin paying 
interest on customer deposit refunds in 
compliance with KRS 278.260. 

In a letter dated September 148 1989, Mrs. Gregory respondeu 

generally to the audit findings, as follows: 

I read and agree with the Audit Adjustments 
and recommendations, and I intent (sic) to 
comply with the recommendations. 



Staff Report on 
Bima-Sibert Water District 
Page 2 of 2 

On April 23, 1991, Staff visited the offices of Hima-Sibsrt 

Water District f o r  the purpose of following up on the findings 

noted in the audit.report. With regard to Staff's findings on the 

payment of interest on customer deposits, the District was found 

to be inconsistently paying interest on customer deposit refunds 

from 1988 to the present. In its examination of the accounting 

records, Staff observed that of the refunds issued, sometimes 

interest was paid, and sometimes not. 

Prepared By: Christina Whelan 

Financial Auditor 

Rates and Tariffs Division 

Date T / O ~ ) Q /  I h  ?A 
Prepared By: Melinda Evans 

Financial Auditor 

Rates and Tariffs Division 



Mrs. Mary Gregory 
Hima Sibert Water District 
Route 4, 133:; G O  
Hanchester, Kentucky 40962 

Dear Hrs. Gregory: 

custamer deposits and calculating interest on customer deposits. 

Collect i n q  Cur toiiier Uepos i ts 

First arid iicst i:iipJrtant, you must be in compliance with ycuc 
filed tariEf. As pointed aut during our April 23, 1991 fiei? 
v i s i t ,  currcritly Hiiita Sibert's tariff states "the Water District 
may rquirc a deposit from all custcmers not to exceed 2/12 oE the 
customer's aiinual bill." I t  is our understanding that at present 
a 530 fiac rate is being collected. This practice must De 
s tcpped . Frcin now on, when col!ectinq a customer deposit, y ~ u  
must est iiiidte the new custcmer's annual bill and ~iiultiply that 
number b y  2 : ' 1 2  ta arrive at the custmer deposit. 

Far e x a n p l e ,  assume John Smith requests service. He 
has a family of four. You estimate his total yearly 
water bill to equal $144. :s calculate his customer 
deposit, inultiply $141 x 2/12: 

L l  $ 1 4 4  x 2 = $200.  

Xs you requested, here are sime instructions Eoc csllecting 

2 1  s2a0 + 12 = $ 2 4 .  

Charge a $24 customer depcsit. This estimate may 
be based on criteria such 3s the  number of family 
':;e::hers oc the number of bathrocins. 

cjc murse, as we discussed, you may update your tariLE so 
that you may collccL d flat rate deposit of $30. However, until 
your :ariLf is updated, you inust make t h e  2/12 calculation. 

Interest on Customer Deposits 

As you a r e  avace, interest must oe paid on custoiiier depcs:cs, 
eve11 if the d e p a i t  is  held for less tnan one year. Up until :A:;. - 

EXHIBIT D 



Letter to Hima Sibert Water District 
April 30, 1991 
Page 2 of 3 

13, 1990, the rJistrict was required to pay 6 percent interest 
annually. After July 13, 1990, the District should o n l y  pay 
interest at a rate no grcater than it earns in interest and at no 
time shall the interest paid exceed 6 percent annually. This 
means that if you earn 5.25 percent on your customer deposit 
savings account. after July 13. 1990, you o n l y  pay 5.25 percent 
interest an the deposits. Also, remember to pay interest even i f  
the customer has been on the system less than a year. Below are 
some examples of calculating interest on customer deposits: 

1. Interest f c r  customer who has been on the system less than 
one year. 

Step A: Deposit amount multiplied by interest rate 
Step 8: Number of days customer on system + 365 days 
Seep C: Step a multiplied by step b 

Example I .  John Doe came on the system January 1, 1991. He 
paid a 530 deposit and'left the system March 3, 1991. You earn 
6.5 percent interest on your saving account. Because this exceeds 
6 percent, you will Gnly pay 6 percent interest. 

Step A: $30 x .06 = 51.80 
Step 8 :  62 days (January 1, 1991 - March 3 ,  1991) + 365 

Step C: $1 .80  x ,1699 = 5.31 

John Doe's total refund will be $30.31 if he has paid h i s  
final bill. 

Example 2. Jane Doe came on the system May 11, 1991 and left 
November 7, 1991. She paid a $30 deposit. You earn 5.25 percent 
on Y G U ~  savings account so you pay 5.25 percent interest because 
this is less than '6 percent. 

days = .1699 

Step A: $30 x .t)525 - 5 1 . 5 8  
Step 8: 180 t 165 - . 4 9 3 2  
step c: 51.58 x .4932 = s.78 

Jane Doe's total refund will 52 $30.78.  

11. Interest calculation for custoiiier on system one year oc 
Longer. 

When you add interest to yr;ur customer deposit amount each 
year, make sure the next time you add interest you base the new 
interest calculation on the new customer deposit amount, not just 
the original amount paid. 



Letter ta Hima Sibert Water District 
April 30, 1991 
Page 3 of 3 

Example 1. John Doe, deposit date January 1, 1989. Assume 
YOU pay 61 interest. 

1.80 
New total 31.80 

1.91 
New tatal 33.71 

2.02 
New total s35.73 

- 1989 interest - $30 x .06 - 
1990 interest - $31.80 x .06 - 
18j91 interest - $33.71 x . 0 6  - 

- 
- 

Example 2. John Doe, deposit date January I, 1989. 

Assume you earn 5.25  percent, since this is less than 6 
percent, pay 5.25 percent after July 13, 1990. 

Depos i t Amount 
1989 interest - $30 x -06 
New total 

1990 interest thru 7/13/90 
$31.80 x .06 x 199/365 

1990 interest 7/14/90 thru 
L2/3L/90 
$32.84 x .OS25 x 66/365 
New Total 

1Y91 interest - S33 62 x . 0 5 2 5  

$30.00 
1.80 

31.80 

rn 1 .04  

.78 

1.11 
533x2 
rn 

I €  you have a c y  questions about these calculations or other 
matters, please call me at (502) 564-2267. 

' i c u r s  truly, 

Xelinda Evans, Auditor 
Financial Audits Branch 
3ivisisn O E  Rates and Tariffs 


